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The traditional capital asset pricing models in fact price assets relatively, which  
predict that prices of assets vary with a certain portfolio, therefore they cannot 
directly tell us the real macroeconomic risks which drive the fluctuation of asset 
prices. The stochastic discount factor model, however, can directly links 
macroeconomic factors with pricing kernel, which establish the theoretical base for 
studying the impact of macroeconomic factors on asset price. Based on the discount 
factor model, this paper mainly studies the impact of macro variables such as 
(inside)money and consumption on the asset prices. 
Firstly I give the background and significance of choosing this topic, then the 
relative literatures are systematically reviewed. Next I synthesize a general frame of 
theoretical studying the impact of macro variables on asset prices, that is, studying 
the impact of macro variables on asset prices should base on how these variables 
influence the discount factor. In this general framework, this paper studies the 
impact of money and consumption on asset prices through different assumptions. 
Based on the assumption that holding currency can substantially reduce transaction 
cost of consumption purchase, the stochastic discount factor can be expressed as a 
function of wealth and money, and then money capital asset pricing model can be 
established after the linearization of the stochastic discount factor. Under the same 
assumption, the stochastic discount factor can also be expressed by consumption and 
money. Using linearization method, I get the money consumption capital asset 
pricing model. On the other hand, under the assumption of different consumption 
needs different payment, the consumption is divided into two kinds: one is paid 
through cash, the other is paid through credit. Then inside money enters the 
stochastic discount factor, also through linearization, inside money capital asset 
pricing model is reached. Using the GTA’s monthly data of China stock market from 
1997 to 2009, this paper applies the classical Fama-MacBeth method and 
Hansen-Jagannathan distance test to the empirical analysis of above three models. 
The price of money and consumption is significant, showing that these macro 
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variables can affect asset prices. At the end I give the future research.  
In conclusion, based on the stochastic discount factor theory, this paper studies 
the impact of money and consumption on asset prices. The purpose of this paper is 
to find the real macroeconomic risk source of asset prices and provide information 
to help asset allocation and risk management. 
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